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KEY ECONOMIC INDICATORS 





In millions of U.S. dollars except per capita income unless noted 


Domestic Economy 1984 1985 


Population (millions) 1.6 1.622 
GDP in current dollars 28,200 25,700 
Per capita GDP, current dollars® 17,600 15,900 
GDP in local currency (dirhams) 103,000 95 ,000 


Production and Employment 


Labor force 567,000 566 ,000 
Unemployment Negligible Neg. 


Balance of Payments 


Exports (F.A.S.)° 
Imports (C.1.F.) 

Trade balance 
Current-account balance 


Foreign debt (year end) 
Central Bank foreign exchange reserves 
(year end -- including gold) 
Average exchange rate for year 
(X = U.S. 1.00) 


U.S.-UAE Trade 


U.S. exports to UAE (F.A.S.) 695.0 596.5 
U.S. imports from UAE (C.I.F.) ete feNse 


U.S. share of UAE imports (%) 10% 9% 
U.S. share of UAE exports (%) 8% 4.9% 


Principal U.S. exports (1985): Oil and gas field equipment, aviation and 
military equipment, computers 


Principal U.S. imports (1985): Crude oil 


Sources: UAE Central Bank Annual Report, Dubai External Trade Statistics 
for 1985, Abu Dhabi's Yearly Bulletin of Imports, Exports and Reexports. 


(1) All 1986 figures are Embassy estimates. 
(2) 1984 estimates of per capita GDP were much higher, because before the 


December 1985 population census official estimates placed population size at 
only 1.2 million. 


(3) NA# = Data so uncertain as to render an estimate as impractical. 


1986 


1.6 
17,000 
10,600 
62 ,000 





The United Arab Emirates (UAE) is a federation of seven small principal- 
ities, each ruled by a "sheikh" and each retaining considerable automony. 
The country entered the ranks of the wealthy--per capita income (about 
$17,000 in 1985) is one of the world's highest--more recently than its Gulf 
neighbors. Oil, the source of this wealth, was first exported from Abu 
Dhabi in 1962 and from Dubai in 1969, but it was not until the 1973 leap in 
oil prices that the newly-formed UAE really took off. Huge strides in 
development, which transformed the UAE from a poor desert country to a 
modern state, have been made through the investment of a good part of the 
oil revenues back into the domestic hydrocarbons sector and in infra- 
structure and other projects on both the federal and emirate level. The 
economic boom peaked in 1982, when oil prices reached their highest levels, 
and the UAE has since been in a recession, which deepened in the current 
year as a result of the further sharp decline in oi] prices. 


Crude oi] output averaged about 1.1 million barrels a day in 1985, down only 
Slightly from 1984 levels. Production in 1986 was averaging about 1.5 
million barrels a day (until the UAE agreed to return beginning in September 
to the October 1984 levels), but prices have dropped to less than one-third 
of what they were in 1985. Consequently, oil-dependent federal and emirate 
government expenditures, the chief economic stimulant, are slated for major 
cuts. A reduction of 30 percent is the official federal target, but actual 


cutbacks will probably be in the range of 15 percent. Austerity budgeting 
has also taken hold at the emirate level. 


The recession has affected all sectors of the economy. Spending in the key 
hydrocarbons sector, in the emirates of Abu Dhabi and Dubai at least, has 
been slashed. Drilling activity is at a 20-year low in Dubai and rapidly 
decreasing in Abu Dhabi. The banking sector, both local and inter- 
national, has entered a period of low profits and consolidation. Coming 
years may see a sizeable reduction in the number of banks operating in the 
UAE. The important entrepot trade of Dubai and Sharjah is also suffering 
this year as a result of a Gulf-wide slump aggravated by the Iran-Iraq war. 
The frenetic pace of commercial and industrial construction has slowed, 
while infrastructure development has virtually been completed. Neverthe- 
less, there will remain significant opportunities for American business, 
which we will detail in the second section of this report. 


ECONOMIC GROWTH 
In 1985, the size of the Gross Domestic Product shrank by nine percent com- 


pared with 1984, from $28.2 billion to $25.7 billion. The current year will 
Show much worse results. We would expect GDP to decline in 1986 a further 
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40 percent to perhaps $17 billion. The Federal and Emirate governments wil] 
not provide a countervailing stimulus, but will concentrate on deep cutbacks 
to prevent budgetary deficits from getting out of hand. There has been some 
suggestion that, in 1986 for the first time, the Federal Government and the 
emirate of Abu Dhabi will borrow internationally to finance deficit 
spending. To date, however, they have managed to finance deficit spending 
by borrowing internally and dipping into Abu Dhabi's reserves. Economic 
performance in future years will be a function of the price of oil, which 
will probably not return to 1985 levels anytime in the remainder of the 
decade. 


Although the most recent census (December 1985) showed a surprising increase 
in population from 1.1 to 1.6 million in the 5 years since the last census, 
the population currently appears to be on a slow decline. Laborers and 
service workers generally have managed to stay on, at lower wages, but 
well-educated expatriates in managerial positions have been leaving the 
country as their joos are eliminated, and a number of foreign firms have 
closed their representational offices. As a result, hotel, apartment and 
other rental occupancy rates have dropped, and rents have tumbled for both 
residential and commercial property--by more than 50 percent in Abu Dhabi-- 
from the high in 1982. A general deflationary trend is evident in most 
areas of the economy, though figures on inflation and the cost of living are 
not collected by the government. 


BALANCE OF PAYMENTS 





The value of all exports and re-exports from the UAE in 1985 was $14.8 
billion, of which $10.9 billion was from oil exports and $1.4 billion from 
gas. These figures showed a drop from 1984 levels, when UAE exports totaled 
$16.0 billion, with $11.7 billion of this amount from oi] annd $1.5 billion 
from gas. Imports fell, too--though not as steeply--from $6.94 billion in 
1984 to $6.40 billion in 1985. As a result, the UAE's substantial balance 
of trade surplus declined from $9.18 billion in 1984 to a still healthy 
$8.36 billion in 1985. 


In the first half of the current year, the value of imports remained at 
about the same level as in 1985, despite a steep drop in national income. 
More recently, it appears on the decline; for example, fewer expensive 
foreign cars are being purchased with a consequent rise in the price of used 
cars. The gradual exodus of higher-paid expatriates is also dampening 
consumption. Imports in the second half of 1986 will therefore decline, and 
we would expect the value of imports to total $5.5-6 billion for the year. 
The collapse in oil prices, partly offset by increased output, will result 
in a much-reduced income from crude sales ($6 billion in our estimate), 
leaving the UAE with a much-reduced trade surplus of $2.5-3 billion. 
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Invisible trade, including primarily tourism, shipping and banking services, 
will reduce this visible balance of trade another $1-1.5 billion, and the 
Current-account balance will thus probably fall within a $1-2 billion 
Spread, still positive but a big drop from the 1985 current-account balance 
of $7 billion. The trend in future years, when imports might have to be 
substantially reduced, will depend, of course, on the oi] market. 


THE GOVERNMENT SECTOR 





The government sector in the UAE is also experiencing considerable uncer- 
tainty as a result of the decline of the price of oil and the difficulty in 
predicting the future value of this commodity. All oil revenues accrue to 
the Emirate Governments, which are obligated under the UAE's Constitution to 
contribute 50 percent of this income to the Federal Government. Most 
economic activity in the UAE is generated directly or indirectly by federal 
and emirate outlays. Dubai and Sharjah do not publish budgets and the other 
emirates depend largely on federal budget allocations. Since 1983, 
difficulties in projecting income because of uncertainties in the world oil 
market and inter-emirate disputes about financing have resulted in long 
delays in publishing the federal budget. In 1984, the federal budget was 
approved in July (7 months late) and in 1985 it came out in November. Many 
local observers believe that no budget will be issued this year. 
Nevertheless, we can estimate 1986 expenditures for the Federal Government 
and the emirate of Abu Dhabi, which are operating on a sort of “continuing 
resolution" based on the 1985 budget but reduced across the board. 


Federal budget (in millions of dollars) 





Revenue Expenditures 
3,510 4,420 
3,870 4,110 


3,540 4,140 (allocation) 
3,500 (actual--estimated) 


2,000 (estimate) 3,000 (estimate) 


Abu Dhabi Government Budget 





Revenue Expenditures 
6,000 3,900 
5,600 3,300 





1985 5,500 (estimate) 3,000 (estimate) 
1986 2,200 (estimate) 2,500 (estimate) 


Federal Government expenditures, scaled back by about 15 percent in 1985, as 
compared with the year before, are slated for an additional 30 percent re- 
duction in 1986. Abu Dhabi financial authorities have called for an equal 
cutback in the Emirate budget. Most observers think that actual reduction 
in both cases will fall considerably short of these goals and will probably 
be closer to 15 percent. These same authorities expect the budget of Abu 
Dhabi emirate to show a deficit this year, which will be covered by borrow- 
ing from the National Bank of Abu Dhabi. The emirate of Abu Dhabi wil] 
probably also finance the projected budget deficit for the federal 
government, thus increasing its own deficit, although no decision about this 
has been made. As a result of the need for budgetary austerity, new govern- 
ment projects have been shelved, and ongoing projects, in many cases, have 
been scaled back. A number of contractors, particularly those doing work 
for the Federal Government, have also complained of long delays in payment. 
Of the $3.45 billion in revenue received by the Federal Government in 1985, 
$2.6 billion was contributed by the emirate of Abu Dhabi, $700 million by 
Dubai, and the remaining $250 million was generated by fees and tariffs 
levied by the federal ministries. 


The Federal Government has been looking for other sources of revenue, but 
currently there is no federal taxation and it is unlikely an income tax wil] 


be introduced anytime soon. The government is studying a measure that would 
increase the very low rates paid for water and electricity. But the main 
focus will continue to be on a gradual rationalization of spending. 


THE HYDROCARBONS SECTOR 


Four emirates (Abu Dhabi, Dubai, Sharjah and Ras al-Khaimah) are now oil 
producers. Proven reserves for the country are estimated to be 31.9 billion 
barrels (29 billion of which are in Abu Dhabi), enough to last about 70 
years at the current levels of production. Abu Dhabi averaged 744,000 b/d 
of crude output in 1985; 1986 production was up to about 1.1 million b/d, 
but a reimposition of OPEC discipline in September is expected to bring 
output levels back down to 1984 levels. Dubai produces about 370,000 b/d, 
Sharjah 70,000 b/d (60,000 of which is condensate). 


Crude oil output peaked in 1976-77 when the UAE reached a level of 2 million 
b/d - 1.7 million for Abu Dhabi alone. Subsequently, Abu Dhabi decision- 
makers decided that income was sufficient and a cutback was ordered so as to 
extend the field life. After 1982, the emirate reduced its production of 
crude further to keep the UAE within the newly-established system of OPEC 
quotas. Associated natural gas has been exported from the UAE since 1979. 
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The plunge in oil] prices has increased the pressure for cost-cutting, 
especially in Abu Dhabi. The Abu Dhabi National Oil Company (ADNOC) and its 
subsidiaries have embarked on an effort to reduce substantially the cost per 
barrel of producing ADNOC crude, already low at about $3.23 per barrel of 
offshore oil and $1.20 per onshore barrel. This cost-cutting effort will 
entail cuts both in personnel expenditures and in capital spending, 
particularly in exploratory drilling. Dubai and the northern emirates are 
also witnessing a decline in exploratory drilling. As a result, a number of 
drilling and related service companies have scaled down operations or closed 
Shop. For example, in 1986, the Santa Fe Drilling Company ended its 
operations in the UAE, and SEDCO-FOREX, another drilling contractor working 
mainly in Dubai, announced the shutting down of its Abu Dhabi office in June 
and a reduction of staff in Dubai. Firms supplying spare parts and tools, 
chemicals and drilling muds and acidifying expertise (such as Oiltools 
International) have also been obliged to decrease their level of activity in 
the UAE. ADNOC has also shut down the Bab Oi] Field (30,000 b/d) for 
reasons of economy. 


THE BANKING SECTOR 
The UAE, often described as overbanked, has 48 fully-licensed commercial 
banks -- 29 foreign and 19 local. One bank, the Canadian Toronto Dominion, 
pulled out earlier this year, and there are rumors that a few others are 
planning imminent departures. This is not surprising, since profitability, 
particularly for foreign banks, declined substantially in 1985. Much of 


this decline, which averaged about 40 percent when the profits of the very 
solid National Bank of Dubai are subtracted, was caused by provision made 
for bad debts. Non-paying loans are generally estimated to range from one- 
fourth to one-third of the approximately $10 billion worth of outstanding 
loans. Stung by the unreliability of corporate clients in the current 
recessionary economy, both local and foreign banks are seeking to attract 
smaller customers. 


In 1985, the government stepped in to rescue financially, by bringing about 
the merger of, a number of local banks in Abu Dhabi and Dubai. No 
additional mergers are expected in 1986, although the long-ailing Bank of 
the Arab Coast of Ras al-Khaimah has been involved in a number of fruitless 
merger necotiations. The banking difficulties of recent years have 
strengthened the hand of the UAE's Central Bank, which is attempting to 
introduce reforms that will gradually eliminate the problem of non-paying 
loans. Despite the problems of the banking system, it is important to bear 
in mind that banks in the UAE remain solid because they can rely in a crunch 
on the considerable resources of the government. 





IMPLICATIONS FOR THE UNITED STATES 





OVERVIEW 


The UAE has few laws directly regulating foreign investment, and foreign 
firms have not been subject to taxation to date. The basic business philos- 
ophy of the country is one of strong support for a free-market economy, but 
there is a growing regulatory tendency aimed at safeguarding the interests 
of UAE citizens. Customs duties range from a minimum of 4 percent to a 
maximum of 34 percent (for cigarettes). In the free zone at Dubai's Jebel 
Ali port, foreign businesses are exempt from customs duties, and federal and 
Dubai emirate regulations often do not apply. 


Foreign, as well as local, businesses are required to obtain a license to 
operate from the municipal authorities of each emirate. All businesses must 
also register with the Federal Ministry of Labor to obtain work permits and 
residency visas for a largely expatriate labor force. A "new" Federal 
Companies Law was enacted in mid-1984 but enforcement has repeatedly been 
Suspended. It is now expected that the law will be amended in certain 
respects and will be enforced shortly after January 1, 1987. The law a) 
authorizes the establishment of joint-venture entities having limited 
liabilities; (b) formalizes the requirement that any joint-venture entity 
organized in the UAE must have 51 percent local ownership; and (c) preserves 
the existing practice of the establishment of branches of foreign companies, 
provided they have a UAE "national" sponsor. The Commercial Companies Law 
does not address the operation of foreign companies in the UAE through the 
appointment of a local agent. The Companies Law is administered by the 
Ministry of the Economy and Commerce, with which firms are required to 
register. Business law is still evolving in the UAE, however, and a number 
of areas remain unregulated. For example, there is no bankruptcy law, and 
the status of certain banking transactions, particularly the charging of 
compound interest, is still vague and varies somewhat from emirate to 
emirate. 


BEST PROSPECTS FOR U.S. PRODUCT AND SERVICE EXPORTS 





OILFIELD SERVICES AND SUPPLIES 





Though severely impacted by the current recession, oilfield supplies and 
services remain the biggest export market for American firms. Exploration 
activities have decreased substantially, as we noted, but field maintenance 
and repair will continue to present market opportunities, as will Abu 
Dhabi's three onshore and two offshore refineries. No major new 
hydrocarbons projects are in prospect, however. 





FOOD INDUSTRY 


American supermarkets have made their debut in the UAE with the recent 
advent of a major American chain in Dubai. Set to expand to Abu Dhabi, this 
chain should help stimulate demand for U.S. food products, which until now 
have been rather poorly represented in the UAE as compared with European 
(chiefly British) products. The revaluation of European currencies implies 
a widening opportunity for the sale of U.S. consumer products as the UAE 
dirham is linked to the U.S. dollar. 


MEDICAL EQUIPMENT AND SERVICES 


The UAE with 27 hospitals and 100 clinics has a nearly complete medical 
infrastructure, which provides free care for all UAE citizens and charges 
foreign residents minimal fees. American medical and dental equipment, 
medicine and services are well-reputed here; chief competitors are the 
United Kingdom and the Federal Republic of Germany, but U.S. suppliers will 
often be pre- ferred if their prices are competitive. 


COMPUTERS AND WORD PROCESSING EQUIPMENT 





Demand for these machines has been increasing yearly by almost 30 percent 
and spurted upwards even more in 1985, with sales ranging from pocket cal- 
culators to supercomputers. The petroleum sector is the biggest customer, 
and banks and other financial institutions are not far behind. Areas of 


future expansion include the Federal and Emirate Governments, engaged in an 
effort to rationalize expenditures and increase productivity. 


WATER RESOURCES MANAGEMENT 





The UAE's sources of fresh water have rapidly diminished over the past 20 
years, and the authorities, particularly in the emirate of Abu Dhabi, are 
planning new desalination facilities and pipelines and will, after con- 
ducting a survey of existing fresh water resources with the assistance of 
the U.S. Geological Survey, look into methods of water conservation. They 
can be expected to turn increasingly to locally suitable approaches to agri- 
culture and landscaping. American expertise developed in the arid parts of 
the United States and in Saudi Arabia should be able to offer innovative 
solutions to the UAE's water problems. 


AUTOMOTIVE PARTS AND ACCESSORIES 


With the current recession, major purchases of new automobiles, trucks and 
busses by the government are not in prospect, but the market for spare parts 
benefits as a result. Dubai is also heavily involved in reexporting 
vehicles and spare parts to Iran. Ford Motor Company is planning to 
establish a sales network in the UAE that could lead to am increase in the 
demand for U.S.-manufactured luxury cars, spare parts and accessories. 


























